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WHEREAS, Morgan Stanley & Co. Incorporated ("MS&Co") is a brokcr-dcakr 

r~gistcrcd in the State of South Carolina; 

WH ERE S, Morgan Stanley OW Inc. ("MSDW"), fonnerly known as Dean 

V itter R~ynolds , [nco C' Dean Witter"), was a broker-dealer registered in the State of 

South arolina; 

WHEREAS in May 2005, MSDW & MS&Co collectively referred to as Morgan 

Stanley, t discovered deficiencies in some of their order entry systems that pennitted the 

execution o f transactions for certain types of securities without checking to detennine 

whether the transactions complied with applicable securities registration requirements 

under state se urities laws ("BIue Sky law " ; 

I ,\;1 rgan tunk IS J Dd wa re corp ration I h Sl' common sto k trades n the 1 • W Y rk . I k 
' . change: . \\ rg 1 tank & () In ' orp r' tcd is a II ho lly wTIed 'ubsidinry of Morgan . ranley. ~ \ rgan 
r nlt:y j-. the pr UCI of a I 97 merger f ~I rgall wnley r up In . nd Dean Witter. Dis 'over & C . 

\1 rgao t.1I11 y D\ Inc. wa ' \ ... hollyowned ubsidiary t . .I rg n Sranle until Apri l 1.100 • when 
\[organ lanle, D\J,; In ' . m'r ed into • 10rgan . tanle, C. Inc rp ra re ( fonn .. ing!e broker- ttll r. 

fflce 



\VHEREAS, immediately upon di co very of the deficiencies. ~"torgiln Stanley 

t()lTIlcd a kam to examine the issul:s and COITcct the problems; 

\ "HEREAS, Morgan Stanky conducted an int~mal investigati n into the reasons 

why the affectcd order entry s . terns were not functioning properly and \' luntarily 

pro ided the results of the internal investigation to members of a multi-state task force 

(c lIectively, the "State Regulators"); 

WHER S, Morgan Stanley _elf-reported the Blue Sky problem to all affected 

' tate and federal regulators; 

WHEREAS, the State Regulators have conducted a coordinated investigation into 

the activities of Morgan Stanley, and its predecessors, in connection with Morgan Stanley 

sales of securities over a several year period which did not satisfy the Blue Sky laws (the 

"In etigation") ' 

WHER AS, Morgan Stanley identified transactions executed in violation of the 

Blue Sky laws s a result of the system deficiencies and offered resci ssion to such 

customers with tcmlS and conditions that artl consistent with the provi ions sct out in S.C. 

Code Ann. § 35-1-1530 (Supp. '1003); 

WHEREAS, Morgan Stanley has since adopted policies and procedures, as well 

3S further 'lctions, designed to c:nsure compliance with all legal and regulat ry 

requirement regardi ng Blue Sky laws, including applicab le state ecurities la and 

rcgu lati ns; 

\VHER A \torgan Stanky has advised the State Regulators of its agrcem..:nt to 

n:: Ive the il1\ c ' ti gation relating to its pr, dices ofcompl)ing with state Blue , ky laws; 
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\ HEREAS, Morgan Stanley, elects to pennanently waiv :lny right to a hearing 

and appeal under S . . Code l\nn. §~ 35-1-580 and 5- 1-1310 (Supp. 1003) with respect 

to thi s Consent Order ("Order "); and 

NOW THEREFORE, the Securities Commissioner, as administrator of the South 

Carolina nifonn Securities Act of2005 (the "Act"), S.c. Code Ann. § 35-1-101 to 35-1-

703 (Supp. 2007), hereby enters this Order: 

PRELI~UNARY STATEMENT 

On or about August of 2005, Yiorgan Stanley notified the North American 

Securities Administrators Association ("NASAA"), as well as the Securities Division of 

the Ortict: of the Attorney General of the State of South Carolina (the "Division"), that it 

learned that certain order entry systems in place at its primary retail broker-dealer, 

MSDW, did not check whether certain securities transactions complied with Blue Sky 

law registration requirements. The Blue Sky surveillance problem included most fixed 

income securities and certain equity securities sold to customers in solicited and non

exempt transactions, from at least 1995. 

Morgan Stanley discovered the Blue Sky issue in late May 2005 . Shortly 

thereafter, ~..{organ Stanley commissioned an internal investigation to determine the 

origins and reasons for the oversight. Morgan Stanley discovered that its surveillance 

J terns \vere deficient tor the following reasons: 

Broker workstations. the automated trading sy tern used at ~forgan Stanley, did 

not ha\ e n)' type of Blue Sk
J 

block, or other exception report, to r trades in\' IVlnn fix cd 

income securities: 
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Morgan Stanley's Blue Sky urveillance system covered onl y securities contained 

in its Blue Sky databases, which were maintLiined scparatdy for MSDW and f\IS& 

As such, if the surveilbnce system did not locate a paI1icuiar security in the Blue Sky 

database, the systems would allow the transaction to proceed without further checking or 

creating any exception report noting the inability to locate Blue Sky registration 

('ontlrmation; 

Morgan Stanley did not adequately stock its Blue Sky database w ith sufficient 

information, either by way of internal research or outside vendors' research, to properly 

review all transactions for Blue Sky compliance; and 

Morgan Stanky did not direct enough resources and personnel during the ten-year 

period to adequately manage the Blue Sky issues. 

The result of the survei llance failures was that thousands of securities 

transactions, particularly fixed income securities, during the time frame January 1997 -

May 2005, were approved and executed without first confirming Blue Sky registration 

status. 

FINDI~GS OF FACTS 

History of the Blue Sky Issue at Morgan Stanley 

Blue Sky Compliance Pre-1995 

Bcto re 19 5, Dean Witter brokers entered customer transactions UStng paper 

order ti ckets and the internal dcctronic wire. Dean \Vitter' s Blue Sky surveillance 

y tern c mpared orders (by CUSJP number) with information in its inkmal Blue Sky 

databLlse, known as BSKS. 
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If the system ddected a possible problem, it would allow the order to be tilled, 

but it would list the trade on a next-day T + I exception report. Dean Witter' Blue Sky 

Managt:r then reviewed the report and contacted branch officers involved to dctennine 

whether particular trades had to be cancelled. 

BSKS contained infonnation on equities in which Dean Witter made a markd, a 

total of about 1,200 to 1,500 stocks. BSKS did not regularly contain infonnation on tixed 

income securities unless the Blue Sky Manager was asked to manually enter such 

infonnation by the fixed income trading area. 

Where Dean Witter' s Blue Sky system cbu'ld not locate a security in BSKS, it did 

not reflect its inability to rind the security in a "security-not-found" or other exception 

repol1. 

As a r suit, before 1995, Dean Witter had no surveillance system in place that 

would check tor possible Blue Sky violations for most tixed income securities or equities 

in which Dean Witter was not making a market. 

Automation of Trading Systems in 1995 Did Not Correct 

Blue Sky Compliance Issue 

In 1995, Dean Witter began developing its automated order entry system, called 

the Financial Advi or 'Workstation (,'Workstation"). In add ition to using the Workstation 

to enter customer orders, Financial Advi rs ("FAs") could use it to look up the Blue Sky 

st ' tus l)f , ccuritics in BSKS. Atler a customer order was entered on the Work tat ion, the 

sy tern compared ccuritics (by L' IP number) with infomlation in BSKS and 

uutomatically bl ked trades not meeting specified requirements, including transactions 

that potentially po. ed Blue Sk ' issues. 
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HO\vever, the Workstation desi gn team noted that the sy tem w S not designed to 

block tixed in omc 'ccurities nJ noted that ueh a featu re Wlluld he added in a later 

pha e: 

... As previously discussed, the Order Entry ystem will 
perform the Blue Sky validation on-line. Initially, the Blue 
Sk and Compliance edits will be built into the Equity 
Ticket, while Blue Sky validation in Fixed Income 
Ticket will be added in a later phase. (emphasis added) 

ntil May 200 -, no nc on the Workstation design team or anyone el e at the firm 

foll wed up on whether or \vhen fixed income securities \vould be added to the Blue ky 

alidation process. 

F As usi ng the Workstation to research the Blue Sky status of tixed income 

products did not n:ceive either the requested Blue Sky information or a warning message 

to contact Compliance. which resul ted in the proce sing of fixed income transactions 

with ut the performance of proper Blue Sky checks. 

In response to early complaints about the Workstation ' s slowness, MSDW 

programmed the system to execute an order for elJuity ccurities regardless of whether 

the 'sh::m had completl!d Blue ky 'crcening. However, the system compared all such 

trades at the end f the day to BSKS and listed po sibly \ iolative transactions on the T+ 1 

cxception rep rt. 

In addi tion, \1 OW did not include surveillance tor Blu Sky c mpli nee in the 

van u trading pia ti rms that it ' U • quently built out t uppurt \IS0W's mana ' d 

a unt bu ine, , Alth ugh \.JSOW init iaUy built and rcvi cd the. ~ . ms ( \ t;r time. it 

tailed to inc{ rp raIl: Blul! Sk' urvdllance into th t:se ~ y~ t\!ms. 
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During the automation process in 1995. \lSDW's Blue Sk Ian g~r advised the 

ompl iancc Director and the Deputy Cornplianc~ Director that the new automated 

y tl:m would require her to monitor m rc than 15,0 quity ecuritics, rath..:r than about 

1.500 equity ecurities \vhich she previously monitored. 

uring this time, the Finn, the Compliance Director, and his deputy failed to 

recognize the ignificant compliance issue that existed due to the pre-automation s s tem 

n t providing Blue ky checks n many equities or tixed income securities. 

To assist the Blue Sky Manager, MSDW bought a newly available automated 

Blue Sky information feed covering only equities from an outside vendor, Blue Sky Data 

Corp ("BSD "), on April II, L 996. (An information feed for fixed income securities 

was not available until 1997.) Upon buying the ervice, MSDW terminated the Blue Sky 

Manager' only assistant. 

The new BSD equity feed resulted in a substantial increase of information (from 

1,500 to 15,000 covered equities) causing the Vl)!ume of possible Blue Sky violations 

appearing on the daily T+ I exception report to increase substantially, which 

overwhelmed the Blue Sky Manager. 

Blue Sky Problem Not Detected Following The Merger 

On or about May 31, 1997, Dean Witter merged with Morgan Stanky Group, Inc. 

Afier the merge r. the Blu Sk problem_ ontinued. 

he prt::dccc r \ forgan St nley Group. In ' . had c nductl:d a retail business, 

including Bl u ' Sky ch~cking, through ib rdatin:ly small Pri vate Wealth Management 

(lfOUp ( · ' P\V~l"). which 'cf\ cd ultra-high net \\'011h 'Ii 'nts. 
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After the mager. the combined firm kept the two predecessor firms' trading 

systems (including the c rrcsponuing Blue Sky systems) nmning in par::1Ilcl me tl)r 

MSDW and the other for PWM. Beginning in I 8, Morgan Stanley assigned MOW's 

Blue Sk Manager to monitor the PWM Blue Sky sy tern as well, even though the Blue 

ky Manager had difficulties with the increased review responsibilities created by the 

\>ISDW T + I exception reports. 

Th two Blue Sky s terns produced di fferent, but similar, exception reports that 

identified transactions with possible Blue Sk violations. For PWM this included all 

such trades, and for MSDW this included trades that had not been stopped by the front

end bl ck then in place. 

Morgan Stanley Blue Sky databases contained only a small amount of tixed 

income Blue Sky information entcred manually over the years and did not cross-reference 

the information they each separately contained. 

Beginning sometime in 1997, BSDC began offering a fixed income Blue Sky 

intom1ution feed, and on December 15, 1997, BSDC contacted Morgan Stanley to solicit 

the new fixed income feed. Morgan Stanle elected to add BSD 's fixed income feed to 

the PWM Blue Sky S stem, but not to MSDW's Blue Sky system. 

For the next eight (8) years. although me of Morgan Stanley' employees in its 

complian e department werc aware that ~ISDW did not have an adequate fixed income 

Blue Sk rC'i tration vcriticahun s 'stem. n~ith~r :vtorgan Stanle , n r any of its 

mpl 'ce k any acti n t re ti ty the i tuati I1. 
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Blue Sky Violations Not Detected Bv Internal Audit 

:vI rgan Stanl '5 Internal Audit Depa11mc:nt commenced an audit of Blue ky 

urvei llance in the Fall of 2002 . Internal Audit noted that the "objective of the audit was 

asse whether adequate internal controls and procedures exist[ ed] to ensure that 

Pnduct urveillan e cti vi ty for . .. Blue Sky . . . [was] properl y perfoll11cd. documented, 

and monitored, in accordance with [Morgan Stanley] policy, applicable law's and 

regulatory requirements." 

The audi t \ orkpapers stated that a control objective was to assure that the Blue 

Sky unit monitored "equity security trading activity" and "market maker securities and 

tho c securities recommended by Morgan Stanley's Research Department," but they did 

not mention the need to monitor fixt::d income trading activity nor securities beyond those 

where Morgan Stanley made a market r provided research coverage. 

A review of the Internal Audit revealed that fixed income, as well as other typc~ 

of transactions, was reviewed. In particular, workpapers show an October 29, 2002 trade 

in a particular bond which noted: "Bond originally was not blue sky available," but tound 

this trade was ppropriately resolved, from a Blue Sky perspective, by "Signed 

olicitntion letter obtained from client acknowledging unsolicited order." 

Despit the fact that some tixed income transactions were reviewed. the Internal 

Audit fili/cd to recogn ize that there were no hard blocks when a seeurit was not found in 

th ' Bluc ky databa_e. 

\Vhik thl: workpapcrs fr m the Inkrnal Audit concluded that \Iorgan Stanl ' s 

1l!Ii' nn nee was ", dcqu:lt " fo r 1110 ,t Blue Sk
J 

_ urveillan e adi\"it ic ". the workpapcL 

al . ncludcd that perf0n11 nce \vas "inallequate" in the area r c mmunicating Blue 
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Sky :,urv il13nce findings to managem nt and commented "there IS no evidence of 

anal 's tst upervi sory review ov~r Surveillance RepuI1s." 

In its ti nal report dakd Jul y 31, 2003, the [ntemal Audit concluded, in part, that 

there were "[0]0 control deficiencies no ted" in the areas of "Exception Reporting" 

("'Review of daily exception rep rts") :lnd "Management Oversight I Monitoring" 

("Supervision of Compliance analyst activities to ensure the adequacy of in estigation 

and c rrecti e action"). 

After noting that the audit "evaluated the existence and the adequacy of the des ign 

of the monitori ng mechanisms employed to ensure that key controls are operating 

effccti vely," the report concluded that there were H[ n]o findings ... that warranted 

discussion with the Board Audit Committee," 

The State Of Blue Sky Systems Existine In Early 2005 

At the beginning of 2005, MSDW had in place an up-front order entry block, but 

it covered only transactions involving equities, certificates of deposit, mutual funds, 

managed futures, insurance, and unit investment trusts, The block did not cover fixed 

income securities, apart from certitiLates of deposit. 

MSDW's Blue Sky system did not contain information for all securities 

(especially fi xed income) and fail ed to include any sort of"~ccurity-not-tound" excl'ption 

rL~port t tl ag tran act i ns in ~ecuritics not contained in the Blue Sky databa ", resulti ng 

In n ' urvei\l ance f r uch tran ac ti ns. 

\1 S&(0 ', PW;\I opera ted on a di fferent platf 1m that never incl uded any 

automakd bh.:k to pr~ cnt execution uf tran 'actions p ibl y vi luting Blue k 

requ irements . [n tead, \fS ' C 's P\\; \II -y' tem automat i cull ~ g nl'r ted aT! xccption 
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report vering both equities and fixed income securities containing poss ible Blue Sky 

\ 1 lations. 

At th beginning of 1005, MSDW 's Blue Sky policies and procedures had 

remained fundamentally unchanged for a decade. While the policies articulated the 

obligation of individual FAs and branch managers to check for Blue Sky compliance, 

M D W did not provide the F As and branch managers with the proper tools to assist them 

in ·fulfilli ng their Blue Sky responsibilities, and did not require adequate monitoring 

syst ms to check for Blue Sky compliance. 

Moreover, Morgan Stanley did not adequately staff the Blue Sky Manager's 

office " ith sufficient n.:sources and personnel to assist and supervise all . ecurity 

transactions. 

Recognition Of The Blue Sky Surveillance Problem, Morgan Stanley's Self

Reporting To Regulators And Remediation Efforts 

At the end of 2004, Morgan Stanley hired a new Compliance employee in the 

Polieic' and Pr cdures Group. The employee came with considerable experience in 

Blue Sky and other surveillance related matters and soon was charged with managing 

certain survejlJance functions. 

On or about May 23 , 2005, during a re iew o f MSDW's Blue Sky compliance 

sun eill nc'. the cmpl 'ce learned that while \{SDW had 3n equity Blue k feed from 

BSOC, it rc ei ·cd no imi lar ked fi r fixed income e urities. The employee rcpol1ed the: 

it ti )n t \[ OW's nt:w Head u f (mpliancc the follow ing day. 
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L: pon hearing the report. the Head of Compliun e directed the cmpl yee to have 

MSDW acquire the fixed in~om~ feed from BSOC as SOfm as possible. t\1 OW began 

receiving the tixed income feed from BSDC on May 30. _005. 

Morgan tanley then took steps to assess the signi ticance and extent of the gaps in 

su[\"Cillance. A tcam of persons was fanned in June 2005 to examine the i _ ues and 

\vork d through the balance of June and July in an effort to identify the deticien ies and 

to begin to immediately correct the problems. In doing 0 , the team created a list of Blue 

Sky ompliance requirements tor all trading plationns and identified a list of Blue Sky 

complianl;c gaps. 

On August 12, 1005, an Executive Director in the Regulatory Group of Morgan 

Stan Ie ' Law Di iSlon began the process of self-reporting the Blue Sky problem to state 

regulators. Over the next couple of weeks, the Executive Director notified r gtIlators in 

all tifty (50) states, the District of Columbia, and PUl!rto Rico, as well as the National 

Association of Securities Dealers ("NASD"). The head of the Regulatory Group had 

already gi n preliminary notice to the New York Stol;k Exchange C'NYSE"). 

pan rel: civing the fixed income feed trom BSDC, MSDW made ncecs ary 

sy.tem t:nhancements and conducted testing of the system enhancements, resulting in 

~ISDW putting the tixed income t(:cd into production on June 20, 2005. The changes 

pcm1ittcd a dai ly updating of \lSOW's internal Blue Sky database and allowed fix ed 

me me t:xc pti n to appear on th d ily T I report. 

On r ab ut July 15,1 -, \ISDW developed a • securit -n Hound" rep rt to 

3ddrcss instal1l..:es \\hcre the BSD t(:l!J m y not ·ontain data f r u particular se urity. 

Thi s report. genauted o n T - 1 basis. identi ti t! nil tr:ll1S 'ti ns in t! uri ti 5 ( Y C . I P 
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number) not r c gnized by the Blue Sky database that could potentially violate Blue Sky 

law . Cum~ntly the security-not-tound r~port covers both equities and fix~d income 

transac tions t::ntcrcd though the equity and tixed income order entry platfonns on the 

Workstations. 

n a d ily basis, Compliance personnel analyze the security-not-tound report to 

as ertain the Blue Sky r~gistration or exemption status of the tlagged transaction and 

make a detennination regarding the Blue Sky status of the identitied transactions prior to 

settlement date. If they discover a transaction that violated Blue Sky restrictions, they 

instruct the branch that etTected the transaction to cancel it. When analyzing the report, 

Compliance pe onnel also update the Blue Sky database to include rdcvant infonnation 

about the securi ties they research. 

On or about July 29,2005, MSDW programmed a hard block - i.e. a block an FA 

cannot override--that prevents the entry of tIxed income transactions that could violate 

Blue Sky regulations. 

I'vlSDW has also rdined the process to filter out transactIOns that qualify for 

certain exemptions that span all Blue Sky jurisdictions. By eliminating the covered 

transactions, the system yields a smaller and more manageable pool of securities with 

potential Blue Sky issues for manual review by the Compliance Department. 

,\dditionall , \rlSD\V directed its IT Department to examine all of \ISDW's 

tr.lding platfonns to Jdennine thc nature' anJ scope ( fthe Blue Sk. ' cumpli:mec problem. 

The rc\"ic\\i unco\lT~d a gap in Blue Sky coverage tor \rlSD\V's managed account 

rl' att~1 mls tl) the cxh:nt thut );uch rlattllt'ms induJe affiliated money m:lOagcrs or 

accommod:He broker discn:tionur~ Ilading. \lS0\V has taken the necessary steps to 
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close the gaps in the managed account platforms, and has incorporated trading in the 

managed account platfonns into the 'ccuritics-not-found report. 

y the cnd of 2005, Morgan Stanley remedied all of the pre usly identitied 

Blue ky compliance gaps in both MSDW and PWM systems. 

Morgan Stanley hircd additional Compliance Department employecs to ·taff its 

Blue ky function. In particular the new pcrsonnd include a new Blue Sky manager 

who is dedicated exclusively to Blue Sky compliance. A full-time temporary employee 

was hired to assist the Blue Sky manager and Morgan Stanley subsequently hired this 

individual as a permanent full-time employee. Morgan Stanley also assigned a back-up 

person to cover the Blue Sky Manager's responsibilities in the event of absences. 

At great expense, Morgan Stanley conducted a review of millions of historical 

tran~actions and identified those which \vcre executed in violation of the Blue Sky laws 

a a result of the system deficiem::i s and offered rescission to customers with tenns and 

conditions that are consistent with the pro i ions from the state securities statutes which 

correspond to the state of residence of each affected customer. 

CONCLUSIONS OF LAW 

Th ccurities C mmissioner of the State of South Carolina has jurisdiction over 

this matter pur 'unnt to S.C. Code Ann. § 35-1-701 (Supp. 2007) and the South Carolina 

L;niform Sc urities Act (the "Prior Act"), S.c. Code Ann. § 35-1-10 to 35-1-1590 (Supp. 

2003). 

~I r(Jan Stanley' t3 ilure to maintain d~quate s, ' tems to rens l1ab ly ~n ure 

complianct: with Blu ky Iu\L n:sulted in the al-: funregistt:n:d sccuriti0s in violati n 

of .C. de Ann. ~· 3 - -I- 10 (Supp. 2003). 
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Morgan Stanley failed to rea onably supervise its agents or cmplo ee , tn 

vi lation f o uth Carolina ecuritie S~dion Ordt:r No. 97006 (1997 . 

This rder is necessary and appropriate tn the public interest and for the 

protection of investors, and is consistent with the purposes fairly intended by the policy 

and the provi ions of the Act and Prior Act. 

Pursuant to S.C. de Ann. § 5-1-1490 (Supp. ~003), Morgan Stanley is liable 

to investors for an ales of securities that are conducted in violation of S.c. Code Ann. § 

3 --1-810 (Supp. 2003), unless among other defenses. Morgan Stanley offers and 

completes rescission to investors as set forth in the Prior Act. 

ORDER 

On the basis of the Findings of Fact and Conclusions of Law, Morgan Stanley 

consents to the entry of this Order, for the sole purpose of settling this matter, prior to a 

hearing and without admitting or denying the Findings of Fact or the Conclusions of 

Law. 

IT IS HEREBY ORDERED: 

I. This Order concludes the Investigation by the Securities Division of the 

Office of the Attorney General of South arolina and any other action that the Seeuri ties 

Divisi n or Securities Commissioner could commence under the Act on behalf of the 

tate f uth rolina as it relates to Respondent, Morgan St:mle." or any of its 

affil i t's, and thei r current r tormer fficcrs. dire t r , and employees. arising from or 

r lating to the ubj ' t f the Investigation provided, hO\!'ever. that excluded from and not 

(;0\ t!rcd by (h i ' parn bl'f ph re any claims b thl;! S~ uri tics Di\ i i n or Sccuriri t: s 
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C mmi sioner arising from or relating to enforcement of the Order provi i ns contained 

herein. 

2. Morgan Stank will cease and desist from violating the Act in connection 

with the sales of unregistered ccurities as referenced in this Order and will comply with 

S . . Reg. f • 13-501 (2007). 

3. This Order shall hecome final upon entry. 

4. As a result of the Findings of Fact and Conclusions of Law contained in 

this Order, Morgan Stan!tlY shall pay S24,730.00 to the State of South Carolina as an 

administrative fine pursuant to S. . Code Ann. § 35-1-1475 (Supp. 2003). This amount 

constitutes the State of South Carolina's proportionate share of the state settlement 

amount f 8.5 Million Dollars (S8 ,500 000.00), which shall be payable to the State of 

South arolina within ten (10) days of the date on which this Order becomes final. 

5. If payment i not made by Morgan Stanley, the Securities Commissioner 

may vacate this Order, at his sale discretion, upon ten (I 0) days notice to Morgan Stanley 

and without pportunity for administrative hearing. and Morgan Stanley agrees that any 

statute of limitations appl icable to the subject of the In estigation and any claims arising 

from or relating thereto are tolled from and after the date of this Order. 

6. This Order is not intended by the Securities Commissioner to 'ubj ct any 

Covered Pcr on to c ny di squalitications under the laws of the ' nited States, any state, the 

District o f o lumbia, or Pu~rto Rico including, without limitation, any disqualitic tion 

fr; m rd}ing upun the -tate or federal rcgistration t!xemptions or safe harbor provi ins. 

., 
vered Per on," mcans \[ roan Stanley or an} of its aftiliates and their l:urrent or 
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fonner tlicers directors, cmployet!s, or other persons that would otherwise be 

Ji ~qualiti~d as a n:: ' ult of the Orders (as Jdincd bdow). 

7. This Ordt::r and the order of any other State in related proceedings against 

~Iorgan Stanley (collectively, the "Orders") shall not disqualify any Covered Person from 

any business that they otherwi e are quali fied, licensed. or pennittcd to pertonn under 

applicable law of the State of South Carolina. and any di qualifications from relying upon 

this state's registration cxc::mptions or safe harbor provisions that arise from the Orders 

are hereby waived. 

8. For any person or entity not a party to this Order, this Order does not limit 

or create any private rights or remedies against Morgan Stanley or create liability of 

Morgan Stanley or limit or create defenses of Morgan Stanley to any claims. 

9. Ths Order and any dispute related thereto shall be construed and en forced 

in accordance, and governed by, the laws of the State of South Carolina, without regard 

to any choice of law principles. 

10. The parties represent, \·v arran t, and agree that tbey have receivc::d legal 

advice from their attorneys with respect to the advisability of ex cuting this Order. 

11. Morgan Stanley agrees not to take any action or to make or pennit to be 

made on it behalf any public statement denying, directly or indirectly, any tinding in this 

Order or creating the imprc . . i n that this Order is without tactual a is. ;\Iothing in this 

Paragraph ff~cts Morgan Stank: ' : (i) testimonial obligations or (ii) right to take legal 

r factual positions in d fens.: of lit igation or in defense of a claim or other legal 

proce~din 1S which th~ l.:curities 111l11issioner of S uth arolina i not a party. 
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12. This Order shall be binding upon ~forgan Stanley and its Successors and 

a sign . FUl1hcr, with rcsped to all conduct subjcd to Paragraph ~ above and all future 

obligations, n:spon 'ibiJitics undertakings, commitments, limitati ns, restrictions, events, 

and conditions, the tenn "~1organ Stanley" as used here shall include :\1organ Stanley'S 

uce\!". ors or a · Igns. 

13. 
Morgan Stanley, through it execution of this Consent Order. 

voluntarily waives its right to a hearing on this matter and to judicial review of this 

nsent Order under S.c. Code Ann. §§ 35-1-580 and 35-1-1310 (Supp. 2 03) . 

..,.-, ./ s:
IT IS 0 ORDER 0 th is ~ ( ay of",,""",,-~~~,-,-,, __ 
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CONSEYT TO ENTRY OF ORDER BY 

'IORGAN STA~LEY & CO. INCORPORATED 

Morgan Stanky & Co. Incorporated C"MS&Co"), on behalf of itself and as 

Succt:!ssor to Morgan Stanley OW Inc. ("MSDW") hereby acknowledges that it has been 

. 'rved with a copy of this Order, has read the foregoing Order, is aware of its right to a 

hearing nd appeaJ in this matter. and has waived the same. 

MS&Co, on behalf of itself and as successor to MSDW, admits the jurisdiction of 

the Securities Commissioner of South Carolina, neither admits or denies the Findings of 

Fact and Conclusions of Law contained in this Order; and consents to entry of this Order 

by the S 'curities Commissioner of the State of South Carolina as settlement of the issues 

contained in this Order. 

MS&Co on behalf of itself and as successor to MSDW, states that no promise of 

any kind or nature whatsoever was made to induce it to enter into this Order and that it 

ha~ entered into this Order voluntarily. 

Eric F. Gr sman represents that he is a Managing Director of MS&Co and that, 

as such, has been authorized by MS&Co to enter into this Order for and on behalf of 

MS&Co (for itself and s successor to YISDW). 

Dated this '2.7;" day of I\\).S \.J~"1 _008 

\-10rg nS~& 

By: W 
itle: HWlOj I ~ ·t\irecro( 

19 



CONSENT TO ENTRY OF ORDER BY THE SECLRITIES DIVISIO~ 

OFTHE OFFICE OFTHE ATTORNEY GENERAL 

The Division consents to entry of this Order by the Securities ommi ner of 

the State of South Carolina as settlement of the issues contained in this Order. 

The under igned Assis tant ttorney General represents that h he is an attorney 

in the Securities Division of the Office of the Attorney General for the State f South 

arolina and that as such, has authority to consent to this Order on the Di ision's behalf 

....... tb {\ I \f_ 
Dated this -..J day of_~=~~..=.:..r __ , 2008 

By: 

Title: 
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